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Preface

Starting in the early 1990s, it was noticed that the wages of
low-skilled workers relative to high-skilled workers in the
United States had fallen in the previous decade. This observation captured the attention of trade and labor economists
alike, leading to a sometimes heated exchange on the role of
trade versus technological change in explaining wage movements. That discussion continues today but has changed in
form, now focusing on workers in the middle of the wage distribution who appear to have lost ground relative to others.
In lecture 1, I begin with the contrasting views of two trade
economists—Paul Krugman and Edward Leamer—since the
lessons from their exchange help us understand the most
recent literature today. Despite their differences both relied
on an underlying Heckscher–Ohlin structure in which countries trade final goods. I will suggest that neither of them
could adequately explain the wages movements of the 1980s,
and because of that, their debate spawned a new type of
trade model focusing on the transfer of production processes
across countries: these are models of foreign outsourcing or
offshoring. The extent to which these models are really new,
or simply a re-casting of Heckscher–Ohlin intuition, serves
to frame the discussion.
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I review my early work with Gordon Hanson (Feenstra
and Hanson 1996, 1997, 1999), and also the more recent
model by Gene Grossman and Esteban Rossi-Hansberg
(2008a, b). At first glance these models appear to give different results, but on closer inspection this contrast can be traced
to differing assumptions, much as in the debate between
Krugman and Leamer. Moreover I argue that the remaining
differences between the models neatly capture the alternative experience of US manufacturing during the 1980s and
1990s, as materials offshoring has given way to services offshoring. Thus this lecture both “closes the gap” between
these models and points out where they best apply in practice. I conclude the lecture by suggesting a new calculation
of the factor content of trade, which enables us to overcome
the aggregation bias noted by Krugman (2008) and serves to
show how this Heckscher–Ohlin calculation can still be used
to measure the importance of offshoring.
In lecture 2, I deal with less familiar territory—the macroeconomic implications of offshoring. My discussion there
focuses on three potential implications: business cycle volatility, prices, and productivity. The material on business
cycle volatility draws on my work with Paul Bergin and
Gordon Hanson (Bergin, Feenstra, and Hanson 2007, 2009a,
b), while the work on prices and exchange rates draws on
Bergin and Feenstra (2009). Both of these topics illustrate the
usefulness of microeconomic trade models to analyze macroeconomic phenomena, as has also been recognized by many
other scholars in the field. It is natural to expect that the flexible production patterns inherent in the outsourcing or offshoring of tasks can lead to fluctuations across borders and,
in that way, amplify volatility. If we add to this model the
realistic idea that firms charge variable markups, then we
also obtain a reason for trade to influence prices and exchange
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rate pass-through. The third topic covered in this chapter—
productivity—pertains to the measurement of productivity
growth by statistical agencies. Based on joint work with
Marshall Reinsdorf and Matthew Slaughter (Feenstra,
Reinsdorf, and Slaughter 2008), I argue that the speedup in
productivity growth in the United States during the second
half of the 1990s is due in part to a terms of trade improvement. Those results are now being updated in joint work
with Benjamin Mandel (Feenstra et al. 2009).
Both lectures appear in much the same form that I presented them at the Stockholm School of Economics on September 17 and 18, 2008. I wish to thank Mats Lundahl for the
generous invitation to present the Ohlin Lectures, along with
two reviewers who provided insightful comments on the
lectures. One of those comments was to add more to the
conclusions, and in particular, to suggest directions for
further research. So in this manuscript I have added such a
chapter, drawing on material presented at the lectures along
with some new material. That final chapter deals with both
empirical and theoretical results, pointing to promising new
research as well as to intriguing puzzles that have not yet
been addressed. It is my hope that this final chapter, in conjunction with the lectures themselves, can stimulate further
inquiry on the global effects of offshoring.

